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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Quarterly Period Ended September 30, 2008
OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Transition Period from to
Commission File No. 0-17948
ELECTRONIC ARTS INC.
(Exact name of registrant as specified in its charter)

Delaware 94-2838567
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

209 Redwood Shores Parkway
Redwood City, California 94065
(Address of principal executive offices) (Zip Code)
(650) 628-1500
(Registrant s telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YES p NO o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated filer Non-accelerated filer o Smaller reporting company o
accelerated filer 0
b

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YESoNO b
As of October 30, 2008, there were 320,880,968 shares of the Registrant s Common Stock, par value $0.01 per share,
outstanding.
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PART1I FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements (Unaudited)

ELECTRONIC ARTS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
(In millions, except par value data)

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Marketable equity securities

Receivables, net of allowances of $168 and $238, respectively
Inventories

Deferred income taxes, net

Other current assets

Total current assets
Property and equipment, net
Goodwill

Other intangibles, net
Deferred income taxes, net

Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Accounts payable

Accrued and other current liabilities

Deferred net revenue (packaged goods and digital content)

Total current liabilities

Income tax obligations
Other liabilities

Total liabilities
Commitments and contingencies (See Note 11)

Stockholders equity:
Preferred stock, $0.01 par value. 10 shares authorized

Table of Contents

September
30,
2008

1,297
528
640
547
328
246
249

3,835
417
1,182
240
179
109

5,962

309
801
424

1,534

289
111

1,934

March 31,
2008 (a)

$ 1,553
734
729
306
168
145
290

3,925
396
1,152
265
164
157

$ 6,059

$ 229
683

387

1,299

319
102

1,720
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Common stock, $0.01 par value. 1,000 shares authorized; 321 and 318
shares issued and outstanding, respectively

Paid-in capital

Retained earnings

Accumulated other comprehensive income

Total stockholders equity
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $
See accompanying Notes to Condensed Consolidated Financial Statements (unaudited).
(a) Derived from
audited
consolidated

financial
statements.

2,034
1,483

508
4,028

5,962

1,864
1,888

584
4,339

6,059
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ELECTRONIC ARTS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(In millions, except per share data)

Net revenue
Cost of goods sold

Gross profit

Operating expenses:

Marketing and sales

General and administrative

Research and development

Amortization of intangibles

Acquired in-process technology

Certain abandoned acquisition-related costs
Restructuring charges

Total operating expenses

Operating loss
Losses on strategic investments
Interest and other income, net

Loss before benefit from income taxes
Benefit from income taxes

Net loss

Net loss per share:
Basic and Diluted
Number of shares used in computation:
Basic and Diluted

See accompanying Notes to Condensed Consolidated Financial Statements (unaudited).
4

Three Months Ended
September 30,
2008 2007
$ 894 $ 640

557 395
337 245
197 164
92 84
372 259
16 7
21
3 5
701 519
(364) (274)
(34)
7 32
(391) (242)
(81) 47
$ (310) $ (195)
$ (0.97) $ (0.62)
319 313

Six Months Ended
September 30,
2008 2007
$ 1,698 $ 1,035
853 561
845 474
325 246
176 155
729 508
30 14
2
21
23 7
1,306 930
(461) (456)
(40)
23 58
(478) (398)
(73) (70)
$ (405 $ (328
$ 1.27) $ (1.05
319 312
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ELECTRONIC ARTS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In millions)

OPERATING ACTIVITIES
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation, amortization and accretion, net
Stock-based compensation

Net losses (gains) on investments and sale of property and equipment

Non-cash restructuring charges

Acquired in-process technology

Change in assets and liabilities:

Receivables, net

Inventories

Other assets

Accounts payable

Accrued and other liabilities

Deferred income taxes, net

Deferred net revenue (packaged goods and digital content)

Net cash used in operating activities

INVESTING ACTIVITIES

Capital expenditures

Purchase of marketable equity securities and other investments
Proceeds from maturities and sales of short-term investments
Purchase of short-term investments

Acquisition of subsidiaries, net of cash acquired

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES
Proceeds from issuance of common stock
Excess tax benefit from stock-based compensation

Net cash provided by financing activities

Effect of foreign exchange on cash and cash equivalents

Table of Contents

2008

Six Months Ended
September 30,
2007
(405) (328)
104 73
103 67
40 (D)
16
2
(253) (156)
(163) 39)
18 (78)
89 29
119 (84)
(122) (111)
37 332
(415) (296)
(63) (37)
277)
510 1,391
(313) (1,209)
(42)
92 (132)
69 86
16 31
85 117
(18) 14
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Decrease in cash and cash equivalents (256) (297)
Beginning cash and cash equivalents 1,553 1,371
Ending cash and cash equivalents 1,297 1,074
Short-term investments 528 1,102
Ending cash, cash equivalents and short-term investments $ 1,825 $ 2,176

Supplemental cash flow information:
Cash paid during the period for income taxes $ 11 $ 24

Non-cash investing activities:
Change in unrealized gains (losses) on investments, net $ 97 $ 128

See accompanying Notes to Condensed Consolidated Financial Statements (unaudited).
5
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ELECTRONIC ARTS INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(1) DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION
We develop, market, publish and distribute video game software and content that can be played by consumers on a
variety of platforms, including video game consoles (such as the Sony PlayStation® 2 and PLAYSTATION® 3,
Microsoft Xbox 360 and Nintendo Wii), personal computers, handheld game players (such as the PlayStation®
Portable ( PSP) and the Nintendo D$and wireless devices. Some of our games are based on content that we license
from others (e.g., Madden NFL Football, Harry Potter and FIFA Soccer), and some of our games are based on our
own wholly-owned intellectual property (e.g., The Sims, Need for Speed and POGO). Our goal is to publish titles with
global mass-market appeal, which often means translating and localizing them for sale in non-English speaking
countries. In addition, we create software game franchises that allow us to publish new titles on a recurring basis that
are based on the same property. Examples of this franchise approach are the annual iterations of our sports-based
products (e.g., Madden NFL Football, NCAA® Football and FIFA Soccer), wholly-owned properties that can be
successfully sequeled (e.g., The Sims, Need for Speed and Battlefield) and titles based on long-lived literary and/or
movie properties (e.g., Lord of the Rings and Harry Potter).
The Condensed Consolidated Financial Statements are unaudited and reflect all adjustments (consisting only of
normal recurring accruals unless otherwise indicated) that, in the opinion of management, are necessary for a fair
presentation of the results for the interim periods presented. The preparation of these Condensed Consolidated
Financial Statements requires management to make estimates and assumptions that affect the amounts reported in
these Condensed Consolidated Financial Statements and accompanying notes. Actual results could differ materially
from those estimates. The results of operations for the current interim periods are not necessarily indicative of results
to be expected for the current year or any other period.
These Condensed Consolidated Financial Statements should be read in conjunction with the Consolidated Financial
Statements and Notes thereto included in our Annual Report on Form 10-K for the fiscal year ended March 31, 2008,
as filed with the United States Securities and Exchange Commission ( SEC ) on May 23, 2008.
(2) FISCAL YEAR AND FISCAL QUARTER
Our fiscal year is reported on a 52 or 53-week period that ends on the Saturday nearest March 31. Our results of
operations for the fiscal years ended March 31, 2009 and 2008 contain 52 weeks and end on March 28, 2009 and
March 29, 2008, respectively. Our results of operations for the three months ended September 30, 2008 and 2007
contain 13 weeks and ended on September 27, 2008 and September 29, 2007, respectively. Our results of operations
for the six months ended September 30, 2008 and 2007 contain 26 weeks and ended on September 27, 2008 and
September 29, 2007, respectively. For simplicity of disclosure, all fiscal periods are referred to as ending on a
calendar month end.
(3) FAIR VALUE MEASUREMENTS
On April 1, 2008, we adopted Statement of Financial Accounting Standard ( SFAS ) No. 157, Fair Value
Measurements", except as it applies to the nonfinancial assets and nonfinancial liabilities that are subject to Financial
Accounting Standards Board ( FASB ) Staff Position ( FSP ) Financial Accounting Standard ( FAS ) 157-2, Effective Dc
of FASB Statement No. 157 . These nonfinancial items include assets and liabilities such as a reporting unit measured
at fair value in a goodwill impairment test and nonfinancial assets acquired and liabilities assumed in a business
combination. SFAS No. 157 defines fair value, establishes a framework for measuring fair value and expands
disclosure requirements regarding fair value measurements. SFAS No. 157 establishes a three-tier hierarchy that
draws a distinction between market participant assumptions based on (1) observable quoted prices in active markets
for identical assets or liabilities (Level 1), (2) inputs other than quoted prices in active markets that are observable
either directly or indirectly (Level 2), and (3) unobservable inputs that require us to use other valuation techniques to
determine fair value (Level 3).

6
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As of September 30, 2008, our financial assets and liabilities measured and recorded at fair value were as follows (in
millions):

Fair Value
Measurements at
Reporting Date
Using
Quoted
Prices
in
Active
MarketsSignificant
for
Identical Oth&ignificant
FinancidDbsetvableservable
InstrumentsInputs Inputs

As of
September (Level (Level(Level
30, 2008 1) 2) 3) Balance Sheet Classification

Assets
Money market funds $ 920 $ 920 % $ Cash
Available-for-sale equity securities 640 640 Marketable equity securities
Available-for-sale fixed income securities 610 209 401 Short-term investments and cash

equivalents
Other investments 8 8 Other assets
Foreign currency derivatives 4 4 Other current assets
Total assets at fair value $ 2,182 $ 1,769 $ 413 $

Our money market funds, available-for-sale fixed income and equity securities, and foreign currency derivatives are
measured and recorded on a recurring basis. Other investments included in the table above were measured and
recorded on a nonrecurring basis. During the three and six months ended September 30, 2008, we measured certain of
our other investments at fair value due to various factors, including the extent and duration during which the fair value
had been below cost.
Available-for-sale fixed income securities categorized as Level 1 consist of U.S. Treasury securities.
Available-for-sale fixed income securities categorized as Level 2 include $158 million in corporate bonds,
$112 million in U.S. agency securities, $96 million in commercial paper, and $35 million in asset-backed securities.
Our Level 1 financial instruments are valued using quoted prices in active markets for identical instruments. Our
Level 2 financial instruments, including derivative instruments, are valued using quoted prices for identical
instruments in less active markets or using other observable market inputs for comparable instruments. As of
September 30, 2008, our Level 3 financial instruments were less than $1 million.
(4) FINANCIAL INSTRUMENTS

Marketable Equity Securities
Our investments in marketable equity securities consist of investments in common stock of publicly traded companies.
During the three and six months ended September 30, 2008, we recognized impairment charges of $25 million and
$30 million, respectively, with respect to our marketable equity securities. Due to various factors, including the extent
and duration during which the market price had been below cost, we concluded the decline in value was
other-than-temporary as defined by SFAS No. 115, "Accounting for Certain Investments in Debt and Equity
Securities , as amended. The $25 million and $30 million impairments for the three and six months ended

Table of Contents 11
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September 30, 2008, respectively, are included in losses on strategic investments on our Condensed Consolidated
Statements of Operations.

As of September 30, 2008 and March 31, 2008, we had gross unrealized gains of $441 million and $501 million and
gross unrealized losses of $3 million and $4 million, respectively, in our marketable equity security investments.
Based on our review, we did not consider the investments with gross unrealized losses to be other-than-temporarily
impaired as of September 30, 2008 or March 31, 2008. We evaluate our investments for impairment quarterly. If we

conclude that an investment is other-than-temporarily impaired, we will recognize an impairment charge at that time.

Other Investments

Our other investments, included in other assets on our Condensed Consolidated Balance Sheets, consist principally of

non-voting preferred shares in two publicly traded companies. We account for these investments under the cost

method as prescribed by Accounting Principles Board Opinion ( APB ) No. 18, as amended, The Equity Method of

Accounting for Investments in Common Stock .
7
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During the three and six months ended September 30, 2008, we recognized impairment charges of $9 million and
$10 million, respectively, with respect to these investments. Due to various factors, including the extent and duration
during which the fair value had been below cost, we concluded the decline in value was other-than-temporary. The
$9 million and $10 million impairments for the three and six months ended September 30, 2008, respectively, are
included in losses on strategic investments on our Condensed Consolidated Statements of Operations.

(5) BUSINESS COMBINATIONS

In May 2008, we acquired ThreeSF, Inc. Based in San Francisco, California, ThreeSF s Rupture service is an online
social network for gamers. Separately, in May 2008, we acquired certain assets of Hands-On Mobile Inc. and its
affiliates relating to its Korean Mobile games business based in Seoul, Korea. These business combinations were
completed for total cash consideration of approximately $45 million, including transaction costs. These acquisitions
were not material to our Condensed Consolidated Balance Sheets and Statements of Operations. The results of
operations and the preliminary estimated fair value of the acquired assets and assumed liabilities have been included
in our Condensed Consolidated Financial Statements since the date of acquisition. See Note 6 for information
regarding goodwill and other intangible assets.

(6) GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill information is as follows (in millions):

Effects
of
As of Purchase Foreign As of
March September
31, Goodwill Accounting Currency 30,
2008 Acquired Adjustments Translation 2008
Goodwill $ 1,152 $ 31 $ 1 $ 2) $ 1,182
Finite-lived intangibles consist of the following (in millions):
As of September 30, 2008 As of March 31, 2008
Gross Other Gross Other
Carrying  Accumulated  Intangibles,  Carrying  Accumulated  Intangibles,
Amount Amortization Net Amount Amortization Net
Developed and Core
Technology $ 238 $ (111) $ 127 $ 234 $ (95) $ 139
Trade Name 86 (38) 48 86 30) 56
Carrier Contracts and
Related 85 (45) 40 85 (36) 49
Subscribers and Other
Intangibles 46 21 25 38 (17 21
Total $ 455 $ (215) $ 240 $ 443 $ (178) $ 265

Amortization of intangibles for the three and six months ended September 30, 2008 was $20 million (of which

$4 million was recognized as cost of goods sold) and $37 million (of which $7 million was recognized as cost of
goods sold), respectively. Amortization of intangibles for the three and six months ended September 30, 2007 was
$14 million (of which $7 million was recognized as cost of goods sold) and $28 million (of which $14 million was
recognized as cost of goods sold), respectively. Finite-lived intangible assets are amortized using the straight-line
method over the lesser of their estimated useful lives or the term of the related agreement, typically from two to
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twelve years. As of September 30, 2008 and March 31, 2008, the weighted-average remaining useful life for
finite-lived intangible assets was approximately 4.9 years and 5.2 years, respectively.
8
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As of September 30, 2008, future amortization of finite-lived intangibles that will be recorded in cost of goods sold
and operating expenses is estimated as follows (in millions):

Fiscal Year Ending March 31,

2009 (remaining six months) $ 36
2010 66
2011 58
2012 28
2013 14
Thereafter 38
Total $ 240
(7) RESTRUCTURING

Restructuring information as of September 30, 2008 was as follows (in millions):

Fiscal 2006 International

Fiscal 2008 Reorganization Publishing Reorganization
Facilities- Facilities-

Workforce  related Other Workforce related Other Total
Balances as of March 31, 2007 $ $ $ $ $ 9 $ 1 $ 10
Charges to operations 12 58 27 6 103
Charges settled in cash (11D 3 (22) (6) (1) 43)
Charges settled in non-cash (55 (D) (56)
Balances as of March 31, 2008 1 4 9 14
Charges to operations 16 5 2 23
Charges settled in cash (D (8) 2) (D (12)
Charges settled in non-cash (16) (16)
Balances as of September 30, 2008  $ $ $ 1 $ $ 8 $ $ 9

Fiscal 2008 Reorganization
In June 2007, we announced a plan to reorganize our business into several new divisions, including four new Labels :
EA SPORTS , EA Games, EA Casual Entertainment and The Sims. Each Label operates with dedicated studio and
product marketing teams focused on consumer-driven priorities. The new structure is designed to streamline
decision-making, improve global focus, and speed new ideas to market. In October 2007, our Board of Directors
approved a plan of reorganization ( fiscal 2008 reorganization plan ) in connection with the reorganization of our
business into four new Labels.
Since the inception of the fiscal 2008 reorganization plan through September 30, 2008, we have incurred charges of
approximately $118 million, of which (1) $12 million were for employee-related expenses, (2) $74 million related to
the closure of our Chertsey, England and Chicago, Illinois facilities, which included asset impairment and lease
termination costs, and (3) $32 million related to other costs including other contract terminations as well as IT and
consulting costs to assist in the reorganization of our business support functions. During the fourth quarter of fiscal
2008, we completed the closure of our Chertsey facility and consolidated our Chertsey operations and employees into
our Guildford, England facility. The restructuring accrual of $1 million as of September 30, 2008 related to our fiscal
2008 reorganization is expected to be settled by December 31, 2008. This accrual is included in other accrued
expenses presented in Note 9 of the Notes to Condensed Consolidated Financial Statements. In addition, over the next
12 months, we expect to incur IT and consulting costs in connection with the reorganization of our business support
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functions.
During fiscal 2008, we commenced marketing our facility in Chertsey, England for sale and reclassified the estimated
fair value of the Chertsey facility from property and equipment, net, to other current assets as an asset held for sale on
our Condensed Consolidated Balance Sheets. Our reorganization charges include $66 million to write our Chertsey
facility down to its estimated fair value (less costs to sell the property), $16 million of which was recognized in the six
months ended September 30, 2008. Although we continue to market our facility in Chertsey, England for sale, for
accounting purposes, based on current market conditions, we have reclassified the estimated fair value of the Chertsey
facility from other current assets as an asset held for sale to property and equipment, net, on our Condensed
Consolidated Balance Sheets as of September 30, 2008.

9
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During the remainder of fiscal 2009, we anticipate incurring between $8 million and $10 million of restructuring
charges related to the fiscal 2008 reorganization. Overall, including charges incurred through September 30, 2008, we
expect to incur cash and non-cash charges between $130 million and $135 million by fiscal 2010. These charges will
consist primarily of employee-related costs ($12 million), facility exit costs (approximately $74 million), as well as
other reorganization costs including other contract terminations and IT and consulting costs to assist in the
reorganization of our business support functions (approximately $45 million).

Fiscal 2006 International Publishing Reorganization
In November 2005, we announced plans to establish an international publishing headquarters in Geneva, Switzerland.
Through the quarter ended September 30, 2006, we relocated certain employees to our new facility in Geneva, closed
certain facilities in the United Kingdom, and made other related changes in our international publishing business.
Since the inception of the restructuring plan through September 30, 2008, we have incurred charges of approximately
$37 million, of which (1) $21 million were for employee-related expenses, (2) $9 million related to the closure of
certain United Kingdom facilities, and (3) $7 million in other costs. The restructuring accrual of $8 million as of
September 30, 2008 related to our fiscal 2006 international publishing reorganization is expected to be utilized by
March 2017. This accrual is included in other accrued expenses presented in Note 9 of the Notes to Condensed
Consolidated Financial Statements.
During the remainder of fiscal 2009, we anticipate incurring approximately $3 million of restructuring charges related
to the fiscal 2006 international publishing reorganization. Overall, including the charges incurred through
September 30, 2008, we expect to incur between $50 million and $55 million of restructuring charges in connection
with our fiscal 2006 international publishing reorganization, substantially all of which will result in cash expenditures
by 2017. These restructuring charges will consist primarily of employee-related relocation assistance (approximately
$30 million), facility exit costs (approximately $15 million), as well as other reorganization costs (approximately
$7 million).
(8) ROYALTIES AND LICENSES
Our royalty expenses consist of payments to (1) content licensors, (2) independent software developers, and
(3) co-publishing and distribution affiliates. License royalties consist of payments made to celebrities, professional
sports organizations, movie studios and other organizations for our use of their trademarks, copyrights, personal
publicity rights, content and/or other intellectual property. Royalty payments to independent software developers are
payments for the development of intellectual property related to our games. Co-publishing and distribution royalties
are payments made to third parties for the delivery of product.
Royalty-based obligations with content licensors and distribution affiliates are either paid in advance and capitalized
as prepaid royalties or are accrued as incurred and subsequently paid. These royalty-based obligations are generally
expensed to cost of goods sold generally at the greater of the contractual rate or an effective royalty rate based on the
total projected net revenue. Prepayments made to thinly capitalized independent software developers and
co-publishing affiliates are generally in connection with the development of a particular product and, therefore, we are
generally subject to development risk prior to the release of the product. Accordingly, payments that are due prior to
completion of a product are generally expensed to research and development over the development period as the
services are incurred. Payments due after completion of the product (primarily royalty-based in nature) are generally
expensed as cost of goods sold.
Our contracts with some licensors include minimum guaranteed royalty payments, which are initially recorded as an
asset and as a liability at the contractual amount when no performance remains with the licensor. When performance
remains with the licensor, we record guarantee payments as an asset when actually paid and as a liability when
incurred, rather than recording the asset and liability upon execution of the contract. Minimum royalty payment
obligations are classified as current liabilities to the extent such royalty payments are contractually due within the next
twelve months. As of September 30, 2008 and March 31, 2008, approximately $23 million and $10 million,
respectively, of minimum guaranteed royalty obligations are included in the royalty-related assets and liabilities tables
below.
Each quarter, we also evaluate the future realization of our royalty-based assets, as well as any unrecognized
minimum commitments not yet paid to determine amounts we deem unlikely to be realized through product sales.
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Any impairments or losses determined before the launch of a product are charged to research and development
expense. Impairments or losses determined post-launch are charged to cost of goods sold. In either case, we rely on
estimated revenue to evaluate the future

10
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realization of prepaid royalties and commitments. If actual sales or revised revenue estimates fall below the initial
revenue estimate, then the actual charge taken may be greater in any given quarter than anticipated. During the three
and six months ended September 30, 2008, we recognized an impairment charge of $5 million. We did not recognize
any impairment charges during the three months ended September 30, 2007. During the six months ended
September 30, 2007, we recognized impairment charges of less than $1 million.

The current and long-term portions of prepaid royalties and minimum guaranteed royalty-related assets, included in
other current assets and other assets, consisted of (in millions):

As of As of
September March
30, 31,
2008 2008
Other current assets $ 104 $ 54
Other assets 44 62
Royalty-related assets $ 148 $ 116

At any given time, depending on the timing of our payments to our co-publishing and/or distribution affiliates, content
licensors and/or independent software developers, we recognize unpaid royalty amounts owed to these parties as either
accounts payable or accrued liabilities. The current and long-term portions of accrued royalties, included in accrued
and other current liabilities, as well as other liabilities, consisted of (in millions):

As of As of
September March
30, 31,
2008 2008
Accrued and other current liabilities $ 252 $ 200
Other liabilities 15 3
Royalty-related liabilities $ 267 $ 203

In addition, as of September 30, 2008, we were committed to pay approximately $1,532 million to content licensors
and co-publishing and/or distribution affiliates, but performance remained with the counterparty (i.e., delivery of the
product or content or other factors) and such commitments were therefore not recorded in our Condensed
Consolidated Financial Statements. See Note 11 of the Notes to Condensed Consolidated Financial Statements.

(9) BALANCE SHEET DETAILS

Inventories

Inventories as of September 30, 2008 and March 31, 2008 consisted of (in millions):

As of As of
September March
30, 31,

2008 2008
Raw materials and work in process $ 7 $ 4
In-transit inventory 28 43
Finished goods 293 121
Inventories $ 328 $ 168
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Property and Equipment, Net
Property and equipment, net, as of September 30, 2008 and March 31, 2008 consisted of (in millions):

As of As of
September March
30, 31,
2008 2008
Computer equipment and software $ 680 $ 643
Buildings 170 151
Leasehold improvements 131 131
Office equipment, furniture and fixtures 77 77
Land 20 11
Warehouse equipment and other 11 11
Construction in progress 14 14
1,103 1,038
Less accumulated depreciation (686) (642)
Property and equipment, net $ 417 $ 396

As of September 30, 2008, although we continue to market our facility in Chertsey, England for sale, for accounting
purposes, based on current market conditions, we have reclassified the estimated fair value of the Chertsey facility
from other current assets as an asset held for sale to property and equipment, net, on our Condensed Consolidated
Balance Sheets.

Depreciation expense associated with property and equipment amounted to $29 million and $61 million for the three
and six months ended September 30, 2008, respectively. Depreciation expense associated with property and
equipment amounted to $31 million and $62 million for the three and six months ended September 30, 2007,
respectively.

Accrued and Other Current Liabilities

Accrued and other current liabilities as of September 30, 2008 and March 31, 2008 consisted of (in millions):

As of As of
September March
30, 31,

2008 2008
Accrued royalties $ 252 $ 200
Other accrued expenses 240 188
Accrued compensation and benefits 157 189
Deferred net revenue (other) 80 73
Accrued value added taxes 41 11
Accrued income taxes 31 22
Accrued and other current liabilities $ 801 $ 683

Deferred net revenue (other) includes the deferral of subscription revenue, deferrals related to our Switzerland
distribution business, advertising revenue, licensing arrangements and other revenue for which revenue recognition
criteria has not been met.

Deferred Net Revenue (Packaged Goods and Digital Content)
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Deferred net revenue (packaged goods and digital content) was $424 million as of September 30, 2008 and
$387 million as of March 31, 2008. Deferred net revenue (packaged goods and digital content) includes the deferral of
(1) the total net revenue from the sale of certain online-enabled packaged goods and PC digital downloads for which
we do not have vendor-specific objective evidence of fair value ( VSOE ) for the online service we provide in
connection with the sale of the software, (2) revenue from certain packaged goods sales of massively-multiplayer
online role-playing games, and (3) revenue from the sale of certain incremental content associated with our core
subscription services that can only be played online, which are types of micro-transactions . We recognize revenue
from sales of online-enabled packaged goods and PC digital downloads for which we do not have VSOE for the
online service on a straight-line basis over an estimated six month period beginning in the month
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after shipment. However, we expense the cost of goods sold related to these transactions during the period in which
the product is delivered (rather than on a deferred basis).

(10) INCOME TAXES

The tax rate reported for the three and six months ended September 30, 2008 is based on our actual year-to-date
effective tax rate for the six months ended September 30, 2008. Our effective tax rates for the three and six months
ended September 30, 2008 were a tax benefit of 20.6 percent and 15.3 percent, respectively, compared to a tax benefit
of 19.3 percent and 17.6 percent for the same periods in fiscal 2008. Because relatively small changes in our
forecasted profitability for fiscal 2009 can significantly affect our estimated annual effective tax rate, we believe our
year-to-date tax benefit rate of 15.3 percent is the most reliable estimate of our annual effective tax rate as of
September 30, 2008. However, it is likely that the final effective tax rate for the year and subsequent quarters will
likely be different than this rate, depending on a number of factors, including our profitability. The effective tax rates
for the three and six months ended September 30, 2008 differ from the statutory rate of 35.0 percent primarily due to
the effect of non-U.S. operations, non-deductible stock-based compensation, tax benefits related to the resolution of
examinations by taxing authorities, and certain tax charges related to our integration of VGH, which we acquired in
our fourth quarter of fiscal 2008. The effective tax rate for the three and six months ended September 30, 2008 differ
from the same periods in fiscal 2008 primarily due to the tax charges related to VGH and tax benefits related to the
resolution of tax examinations.

During the three and six months ended September 30, 2008, we recorded a decrease of $20 million and $10 million in
gross unrecognized tax benefits, respectively. The total gross unrecognized tax benefits as of September 30, 2008 is
$302 million, of which $269 million would affect our effective tax rate if recognized upon resolution of the uncertain
tax positions. During the three months ended September 30, 2008, we recorded additional tax expense for gross
interest and penalties of $4 million bringing the balance at September 30, 2008 to $63 million.

The Internal Revenue Service ( IRS ) has completed its field examination of our federal income tax returns for the fiscal
years ending 1997 through 2005. As of September 30, 2008, the IRS had proposed, and we had agreed to, certain
adjustments to these tax returns. As a result of these agreements, we recorded approximately $11 million of previously
unrecognized tax benefits. The effects of these adjustments have been considered in estimating our future obligations
for unrecognized tax benefits and are not expected to have a material impact on our future financial position or results
of operations. As of September 30, 2008, we had not agreed to certain other proposed adjustments for fiscal years
ending 1997 through 2005, and those issues are pending resolution by the Appeals division of the IRS. We are also
under income tax examination in Canada for fiscal years 2004 and 2005. We remain subject to income tax
examination in Canada for fiscal years after 1999, in France and the United Kingdom for fiscal years after 2004, in
Germany for fiscal years after 2003, and in Switzerland for fiscal years after 2006.

The timing of the resolution of income tax examinations is highly uncertain, and the amounts ultimately paid, if any,
upon resolution of the issues raised by the taxing authorities may differ materially from the amounts accrued for each
year. While it is reasonably possible that some of the issues under review by the IRS and Canadian taxing authorities
could be resolved in the next 12 months, at this stage of the process it is not practicable to estimate a range of the
potential change in the underlying unrecognized tax benefits with respect to these examinations. With respect to our
other tax positions, we expect our unrecognized tax benefits to increase over the next 12 months primarily for current
year tax positions.

The Emergency Economic Stabilization Act of 2008 ( EESA ) was passed by Congress and signed by the President on
October 3, 2008. As part of the EESA, the Research & Development ( R&D ) Tax Credit was extended through 2009.
The R&D Tax Credit had previously expired at the end of calendar 2007. EESA was enacted after September 30,
2008, and therefore the R&D Tax Credit is not included in the tax benefit for the three and six months ended
September 30, 2008. The reinstatement of this tax credit will reduce our fiscal 2009 tax expense by approximately
$12 million and will have a beneficial impact on our effective tax rate for the remainder of fiscal 2009.

(11) COMMITMENTS AND CONTINGENCIES

Lease Commitments and Residual Value Guarantees

We lease certain of our current facilities, furniture and equipment under non-cancelable operating lease agreements.
We are required to pay property taxes, insurance and normal maintenance costs for certain of these facilities and will

Table of Contents 23



Edgar Filing: ELECTRONIC ARTS INC. - Form 10-Q

be required to pay any increases over the base year of these expenses on the remainder of our facilities.
13

Table of Contents

24



Edgar Filing: ELECTRONIC ARTS INC. - Form 10-Q

Table of Contents

In February 1995, we entered into a build-to-suit lease ( Phase One Lease ) with a third-party lessor for our
headquarters facilities in Redwood City, California ( Phase One Facilities ). The Phase One Facilities comprise a total
of approximately 350,000 square feet and provide space for sales, marketing, administration and research and
development functions. In July 2001, the lessor refinanced the Phase One Lease with KeyBank National Association
through July 2006. The Phase One Lease expires in January 2039, subject to early termination in the event the
underlying financing between the lessor and its lenders is not extended. Subject to certain terms and conditions, we
may purchase the Phase One Facilities or arrange for the sale of the Phase One Facilities to a third party.

Pursuant to the terms of the Phase One Lease, we have an option to purchase the Phase One Facilities at any time for a
purchase price of $132 million. In the event of a sale to a third party, if the sale price is less than $132 million, we will
be obligated to reimburse the difference between the actual sale price and $132 million, up to a maximum of

$117 million, subject to certain provisions of the Phase One Lease, as amended.

On May 26, 2006, the lessor extended its loan financing underlying the Phase One Lease with its lenders through

July 2007, and on May 14, 2007, the lenders extended this financing again for an additional year through July 2008.
On April 14, 2008, the lenders extended the financing for another year through July 2009, and modified certain
definitions used in the covenants. On June 9, 2008, the Phase One Lease was amended to further modify certain
definitions used in the covenants. At any time prior to the expiration of the financing in July 2009, we may
re-negotiate the lease and the related financing arrangement. We account for the Phase One Lease arrangement as an
operating lease in accordance with SFAS No. 13, Accounting for Leases , as amended.

In December 2000, we entered into a second build-to-suit lease ( Phase Two Lease ) with KeyBank National
Association for a five and one-half year term beginning in December 2000 to expand our Redwood City, California
headquarters facilities and develop adjacent property ( Phase Two Facilities ). Construction of the Phase Two Facilities
was completed in June 2002. The Phase Two Facilities comprise a total of approximately 310,000 square feet and
provide space for sales, marketing, administration and research and development functions. Subject to certain terms
and conditions, we may purchase the Phase Two Facilities or arrange for the sale of the Phase Two Facilities to a third
party.

Pursuant to the terms of the Phase Two Lease, we have an option to purchase the Phase Two Facilities at any time for
a purchase price of $115 million. In the event of a sale to a third party, if the sale price is less than $115 million, we
will be obligated to reimburse the difference between the actual sale price and $115 million, up to a maximum of
$105 million, subject to certain provisions of the Phase Two Lease, as amended.

On May 26, 2006, the lessor extended the Phase Two Lease through July 2009 subject to early termination in the
event the underlying loan financing between the lessor and its lenders is not extended. Concurrently with the
extension of the lease, the lessor extended the loan financing underlying the Phase Two Lease with its lenders through
July 2007. On May 14, 2007, the lenders extended this financing again for an additional year through July 2008. On
April 14, 2008, the lenders extended the financing for another year through July 2009, and modified certain
definitions used in the covenants. On June 9, 2008, the Phase Two Lease was amended to further modify certain
definitions used in the covenants. At any time prior to the expiration of the financing in July 2009, we may
re-negotiate the lease and the related financing arrangement. We account for the Phase Two Lease arrangement as an
operating lease in accordance with SFAS No. 13, as amended.

We believe that, as of September 30, 2008, the estimated fair values of both properties under these operating leases
exceeded their respective guaranteed residual values.

The two lease agreements with KeyBank National Association described above require us to maintain certain financial
covenants, as amended on June 9, 2008, shown below, all of which we were in compliance with as of September 30,
2008.

Actual as of

September 30,
Financial Covenants Requirement 2008
Consolidated Net Worth (in millions) equal to or greater than $ 2,430 $ 4,028
Fixed Charge Coverage Ratio equal to or greater than 3.00 3.02

Table of Contents 25



Edgar Filing: ELECTRONIC ARTS INC. - Form 10-Q

Total Consolidated Debt to Capital equal to or less than 60% 5.8%
Quick Ratio equal to or greater than 1.00 9.61
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Development, Celebrity, League and Content Licenses: Payments and Commitments

The products we produce in our studios are designed and created by our employee designers, artists, software
programmers and by non-employee software developers ( independent artists or third-party developers ). We typically
advance development funds to the independent artists and third-party developers during development of our games,
usually in installment payments made upon the completion of specified development milestones. Contractually, these
payments are generally considered advances against subsequent royalties on the sales of the products. These terms are
set forth in written agreements entered into with the independent artists and third-party developers.

In addition, we have certain celebrity, league and content license contracts that contain minimum guarantee payments
and marketing commitments that may not be dependent on any deliverables. Celebrities and organizations with whom
we have contracts include: FIFA, FIFPRO Foundation, and FAPL (Football Association Premier League Limited)
(professional soccer); NASCAR (stock car racing); National Basketball Association (professional basketball); PGA
TOUR and Tiger Woods (professional golf); National Hockey League and NHL Players Association (professional
hockey); Warner Bros. (Harry Potter); New Line Productions and Saul Zaentz Company (The Lord of the Rings); Red
Bear Inc. (John Madden); National Football League Properties and PLAYERS Inc. (professional football); Collegiate
Licensing Company (collegiate football and basketball); Viacom Consumer Products (The Godfather); ESPN (content
in EA SPORTS games); Twentieth Century Fox Licensing and Merchandising (The Simpsons); and Hasbro, Inc. (a
wide array of Hasbro intellectual properties). These developer and content license commitments represent the sum of
(1) the cash payments due under non-royalty-bearing licenses and services agreements, and (2) the minimum
guaranteed payments and advances against royalties due under royalty-bearing licenses and services agreements, the
majority of which are conditional upon performance by the counterparty. These minimum guarantee payments and
any related marketing commitments are included in the table below. During the three months ended September 30,
2008, we declined to exercise our option to invest in the Arena Football League.

The following table summarizes our minimum contractual obligations and commercial commitments as of

September 30, 2008 (in millions):

Commercial
Contractual Obligations Commitments
Letter of
Developer/ Credit,
Fiscal Year Licensor Bank and
Leases Commitments Other
Ending March 31, @ @ Marketing Guarantees Total
2009 (remaining six months) $ 35 $ 130 $ 32 $ 4 $ 201
2010 57 240 47 344
2011 42 290 39 371
2012 31 148 38 217
2013 25 135 38 198
Thereafter 55 612 155 822
Total $ 245 $ 1,555 $ 349 $ 4 $2,153

(@) Lease commitments include contractual rental commitments of $11 million under real estate leases for unutilized
office space resulting from our restructuring activities. These amounts, net of estimated future sub-lease income,
were expensed in the periods of the related restructuring and are included in our accrued and other current
liabilities reported in our Condensed Consolidated Balance Sheets as of September 30, 2008.

@ Developer/licensor commitments include $23 million of commitments to developers or licensors that have been

recorded in current and long-term liabilities and a corresponding amount in current and long-term assets in our
Condensed Consolidated Balance Sheets as of September 30, 2008 because payment is not contingent upon
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performance by the developer or licensor.
The amounts represented in the table above reflect our minimum cash obligations for the respective fiscal years, but
do not necessarily represent the periods in which they will be expensed in our Condensed Consolidated Financial
Statements.
In addition to what is included in the table above, as of September 30, 2008, we had a liability for unrecognized tax
benefits and related interest totaling $365 million, of which approximately $69 million is offset by prior cash deposits
to tax authorities for issues pending resolution. For the remaining liability, we are unable to make a reasonably
reliable estimate of when cash settlement with a taxing authority will occur.
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Legal proceedings
We are subject to claims and litigation arising in the ordinary course of business. We do not believe that any liability
from any reasonably foreseeable disposition of such claims and litigation, individually or in the aggregate, would have
a material adverse effect on our consolidated financial position or results of operations.
(12) STOCK-BASED COMPENSATION
We are required to estimate the fair value of share-based payment awards on the date of grant. We recognize
compensation costs for stock-based payment transactions to employees based on their grant-date fair value over the
service period for which such awards are expected to vest. The fair value of restricted stock units is determined based
on the quoted price of our common stock on the date of grant. The fair value of stock options and stock purchase
rights granted pursuant to our employee stock purchase plan ( ESPP ) is determined using the Black-Scholes valuation
model. The determination of fair value is affected by our stock price, as well as assumptions regarding subjective and
complex variables such as expected employee exercise behavior and our expected stock price volatility over the
expected term of the award. Generally, our assumptions are based on historical information and judgment is required
to determine if historical trends may be indicators of future outcomes. We estimated the following key assumptions
for the Black-Scholes valuation calculation:
Risk-free interest rate. The risk-free interest rate is based on U.S. Treasury yields in effect at the time of grant
for the expected term of the option.

Expected volatility. We use a combination of historical stock price volatility and implied volatility computed
based on the price of options publicly traded on our common stock for our expected volatility assumption.

Expected term. The expected term represents the weighted-average period the stock options are expected to
remain outstanding. The expected term is determined based on historical exercise behavior, post-vesting
termination patterns, options outstanding and future expected exercise behavior.

Expected dividends.
The assumptions used in the Black-Scholes valuation model to value our option grants and ESPP were as follows:

Stock Option Grants Employee Stock Purchase Plan
Three Months Ended Six Months Ended Three Months Ended Six Months Ended
September 30, September 30, September 30, September 30,

2008 2007 2008 2007 2008 2007 2008 2007
Risk-free interest rate 21-29% 42-44% 2.1-38% 42-51% 19-2.1% 42% 19-2.1% 4.2%
Expected volatility 33-34% 32-35% 32-34% 31-37% 35% 32-33% 35% 32-33%
Weighted-average volatility 34% 33% 33% 32% 35% 33% 35% 33%
6-12 6-12 6-12 6-12
Expected term 4.2 years 4.2 years 4.3 years 4.4 years months months months months
Expected dividends None None None None None None None None

Employee stock-based compensation expense recognized during the three and six months ended September 30, 2008
and 2007 was calculated based on awards ultimately expected to vest and has been reduced for estimated forfeitures.
In subsequent periods, if actual forfeitures differ from those estimates, an adjustment to stock-based compensation
expense will be recognized at that time.
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The following table summarizes stock-based compensation expense resulting from stock options, restricted stock,

restricted stock units and our employee stock purchase plan included in our Condensed Consolidated Statements of
Operations (in millions):

Three Months Ended Six Months Ended
September 30, September 30,
2008 2007 2008 2007
Cost of goods sold $ $ 1 $ 1 $ 1
Marketing and sales 5 5 10 9
General and administrative 13 10 23 18
Research and development 35 22 69 39
Stock-based compensation expense 53 38 103 67
Benefit from income taxes (12) (8 21 (13)
Stock-based compensation expense, net of tax $ 41 $ 30 $ 82 $ 54

As of September 30, 2008, our total unrecognized compensation cost related to stock options was $182 million and is
expected to be recognized over a weighted-average service period of 2.5 years. As of September 30, 2008, our total
unrecognized compensation cost related to restricted stock, restricted stock units and notes payable in shares of
common stock (collectively referred to as restricted stock rights ) was $328 million and is expected to be recognized
over a weighted-average service period of 2.1 years.

The following table summarizes our stock option activity for the six months ended September 30, 2008:

Weighted-
Average
Weighted- Remaining Aggregate
Intrinsic
Options Average Contractual Value
(in Exercise Term (in (in
thousands) Price years) millions)

Outstanding as of March 31, 2008 36,077 $ 43.32
Activity for the six months ended
September 30, 2008:
Granted 2,664 47.63
Exercised (2,002) 24.60
Forfeited, cancelled or expired (1,452) 52.71
Outstanding as of September 30, 2008 35,287 44.32 5.8 $ 139
Exercisable as of September 30, 2008 23,157 40.95 4.6 $ 136

The aggregate intrinsic value represents the total pre-tax intrinsic value based on our closing stock price as of
September 30, 2008, which would have been received by the option holders had all option holders exercised their
options as of that date. The weighted-average grant-date fair value of stock options granted during the three and six
months ended September 30, 2008 was $13.71 and $15.41, respectively. The weighted-average grant-date fair value of
stock options granted during the three and six months ended September 30, 2007 was $17.17 and $17.19, respectively.
The following table summarizes our restricted stock rights activity, excluding performance-based restricted stock unit
grants discussed below, for the six months ended September 30, 2008:
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Balance as of March 31, 2008

Activity for the six months ended September 30, 2008:
Granted

Vested

Forfeited or cancelled

Balance as of September 30, 2008

Restricted
Stock
Rights

(in thousands)
6,344

1,919
(949)
(336)

6,978

17

Weighted-
Average Grant
Date Fair
Value
$ 52.22

47.30
51.12
50.99

51.08
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The weighted-average grant date fair value of restricted stock rights is based on the quoted market value of our
common stock on the date of grant. The weighted-average fair value of restricted stock rights granted during the three
and six months ended September 30, 2008 was $45.52 and $47.30, respectively. The weighted-average fair value of
restricted stock rights granted during the three and six months ended September 30, 2007 was $50.97 and $50.58,
respectively.

The following table summarizes our performance-based restricted stock unit activity for the six months ended
September 30, 2008:

Performance-
Based
Restricted Weighted-
Stock Units Average Grant
Date Fair
(in thousands) Value
Balance as of March 31, 2008 691 $ 54.51
Activity for the six months ended September 30, 2008:
Granted 2,354 49.38
Vested 54) 54.51
Forfeited or cancelled (13) 54.51
Balance as of September 30, 2008 2,978 50.45

The weighted-average grant date fair value of performance-based restricted stock units is based on the quoted market
value of our common stock on the date of grant. The weighted-average fair value of performance-based restricted
stock units granted during the three and six months ended September 30, 2008 was $42.96 and $49.38, respectively.
There were no performance-based restricted stock units granted during the three and six months ended September 30,
2007.
During the six months ended September 30, 2008 and 2007, we issued 519 thousand and 494 thousand shares,
respectively, under the ESPP with an exercise price for purchase rights of $40.20 and $42.86, respectively. The
estimated weighted-average fair value of purchase rights during the six months ended September 30, 2008 and 2007
was $12.20 and $14.69, respectively.
At our Annual Meeting of Stockholders, held on July 31, 2008, our stockholders approved amendments to the 2000
Equity Incentive Plan (the Equity Plan ) to (a) increase the number of shares authorized for issuance under the Equity
Plan by 2,185,000 shares, (b) replace the specific limitation on the number of shares that may be granted as restricted
stock or restricted stock unit awards with an alternate method of calculating the number of shares remaining available
for issuance under the Equity Plan, (c) add additional performance measurements for use in granting
performance-based equity under the Equity Plan, and (d) extend the term of the Equity Plan for an additional ten
years. Our stockholders also approved an amendment to the 2000 Employee Stock Purchase Plan (the Purchase Plan )
to (a) increase the number of shares authorized under the Purchase Plan by 1.5 million shares and (b) removed the
ten-year term from the Purchase Plan.
(13) COMPREHENSIVE LOSS
We are required to classify items of other comprehensive income (loss) by their nature in a financial statement and
display the accumulated balance of other comprehensive income separately from retained earnings and additional
paid-in capital in the equity section of the balance sheet. Accumulated other comprehensive income primarily includes
foreign currency translation adjustments, and the net-of-tax amounts for unrealized gains (losses) on investments and
unrealized gains (losses) on derivatives designated as cash flow hedges.
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The components of comprehensive loss for the three and six months ended September 30, 2008 and 2007 are
summarized as follows (in millions):

Three Months Ended Six Months Ended
September 30, September 30,
2008 2007 2008 2007
Net loss $ (310) $ (195) $ (405) $ (328)

Other comprehensive income (loss):

Change in unrealized gains (losses) on investments, net of

tax expense (benefit) of $0, $(15), $(3) and $3, respectively (92) 78 (94) 126
Reclassification adjustment for (gains) losses realized on

investments in net loss, net of tax (expense) benefit of $0,

$(1), $0 and $(1), respectively 25 (1) 30 D
Change in unrealized gains (losses) on derivative

instruments, net of tax expense (benefit) of $0, $0, $0 and

$1, respectively 5 ) 4 2)
Reclassification adjustment for (gains) losses realized on

derivative instruments in net loss, net of tax

(expense) benefit of $0, $0, $0 and $(1), respectively 1 D
Foreign currency translation adjustments (17) 16 (17 36
Total other comprehensive income (loss) (79) 91 (76) 158
Total comprehensive loss $ (389) $ (104) $ 481) $ (170)

The foreign currency translation adjustments are not adjusted for income taxes as they relate to indefinite investments
in non-U.S. subsidiaries.

(14) NET LOSS PER SHARE

As a result of our net loss for the three and six months ended September 30, 2008, we have excluded certain stock
awards from the diluted loss per share calculation as their inclusion would have been antidilutive. Had we reported net
income for these periods, an additional 6 million shares of common stock would have been included in the number of
shares used to calculate diluted earnings per share in each of the three and six month periods ended September 30,
2008.

As a result of our net loss for the three and six months ended September 30, 2007, we have excluded certain stock
awards from the diluted loss per share calculation as their inclusion would have been antidilutive. Had we reported net
income for these periods, an additional 7 million shares of common stock would have been included in the number of
shares used to calculate diluted earnings per share in each of the three and six month periods ended September 30,
2007.

Options to purchase 25 million and 23 million shares of common stock were excluded from the computation of diluted
shares for the three and six months ended September 30, 2008, respectively, as their inclusion would have been
antidilutive. For the three and six months ended September 30, 2008, the weighted-average exercise price of these
shares was $50.80 and $52.43 per share, respectively.

Options to purchase 18 million and 17 million shares of common stock were excluded from the computation of diluted
shares for the three and six months ended September 30, 2007, respectively, as their inclusion would have been
antidilutive. For the three and six months ended September 30, 2007, the weighted-average exercise price of these
shares was $54.10 and $54.41 per share, respectively.

(15) SEGMENT INFORMATION
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Our reporting segments are based upon: our internal organizational structure; the manner in which our operations are
managed; the criteria used by our Chief Executive Officer, our Chief Operating Decision Maker ( CODM ), to evaluate
segment performance; the availability of separate financial information; and overall materiality considerations.
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Prior to the fourth quarter of fiscal 2008, we managed our business primarily based on geographical performance.
Accordingly, our combined global publishing organizations represented our reportable segment, namely Publishing,
due to their similar economic characteristics, products and distribution methods. Publishing refers to the
manufacturing, marketing, advertising and distribution of products developed or co-developed by us, or distribution of
certain third-party publishers products through our co-publishing and distribution program.

During the fourth quarter of fiscal 2008, we updated our financial systems such that, in addition to providing
geographic information, we provide our CODM financial information based upon management s new organizational
structure (the Label Structure ); that is, the EA Games, EA SPORTS, The Sims and EA Casual Entertainment
businesses. In addition, our CODM now regularly receives separate financial information for four distinct businesses
within the EA Casual Entertainment Label EA Mobile, POGO, Hasbro and Casual Entertainment. Accordingly in
assessing performance and allocating resources, our CODM reviews the results of seven operating segments: EA
Games; EA SPORTS; The Sims; POGO; EA Mobile, and Hasbro and Casual Entertainment. Due to their similar
economic characteristics, products and distribution methods, EA Games, EA SPORTS, The Sims, POGO, Hasbro and
Casual Entertainment s results are aggregated into one Reportable Segment (the Label segment ) as shown below. The
remaining operating segment s results are not material for separate disclosure and are included in the reconciliation of
label segment profit to consolidated operating loss below. In addition to assessing performance and allocating
resources based on our operating segments as described herein, to a lesser degree, our CODM also continues to review
results based on geographic performance.

The following table summarizes the financial performance of the Label segment and a reconciliation of the Label
segment s profit to our consolidated operating loss for the three and six months ended September 30, 2008 (in
millions):

Three Months Six Months
Ended Ended
September 30, September 30,
2008 2008
Label segment:
Net revenue $ 1,050 $ 1,588
Depreciation and amortization (17) 35
Other expenses (890) (1,470)
Label segment profit 143 83
Reconciliation to consolidated operating loss:
Other:
Change in deferred net revenue (packaged goods and digital content) (232) 37
Other net revenue 76 147
Depreciation and amortization (32) (63)
Other expenses (319) (591)
Consolidated operating loss $ (364) $ (461)

Label segment profit differs from the consolidated operating loss primarily due to the exclusion of (1) certain
corporate and other functional costs that are not allocated to the Labels, (2) the deferral of certain net revenue related
to online-enabled packaged goods and digital content (see Note 9 of the Notes to Condensed Consolidated Financial
Statements), and (3) the results of EA Mobile. Our CODM reviews assets on a consolidated basis and not on a
segment basis. We have not provided our CODM comparable quarterly data for fiscal 2008 based on the new Label
structure as it is not practical given our previous organizational structure nor are we able to make a reliable estimate of
such quarterly information.
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The following table summarizes the financial performance of our previous Publishing structure segments and a

reconciliation of our Publishing segment s profit to our consolidated operating loss for the three and six months ended
September 30, 2007 (in millions):

Three Months Six Months
Ended Ended
September 30, September 30,
2007 2007
Publishing segment:
Net revenue $ 875 $ 1,248
Depreciation and amortization ®)) (10)
Other expenses (567) (821)
Publishing segment profit 303 417
Reconciliation to consolidated operating loss:
Other:
Change in deferred net revenue (packaged goods and digital content) (296) (332)
Other net revenue 61 119
Depreciation and amortization 40) (80)
Other expenses (302) (580)
Consolidated operating loss $ (274) $ (456)

Publishing segment profit differs from consolidated operating loss primarily due to the exclusion of (1) substantially
all of our research and development expense, as well as certain corporate functional costs that are not allocated to the
publishing organizations and (2) the deferral of certain net revenue related to online-enabled packaged goods and
d